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Abstract.Telecommunication industry (‘the industry’) plays an important role in economic growth. Therefore, it is beneficial
when the Government prepares policies enhancing the development of this industry. This study offers an alternative design
of income tax system namely Pro Corporate Cash-flow Tax (PCCFT). The PCCFT is developed from the angle of Supplyside Tax Policy concept. This policy encourages the private sector to increase its supply of products by possibly removing
the provisional withholding tax system (i.e., Art 23 Income Tax).1 As withholding tax on business income absorbs industry’s
fund, its removal effectively injects the industry with working capital. In addition thereto, the recharacterization of income
may jointly reduce cost of taxation and therefore improving the business climate.
This research employs constructivism paradigm with mixed approaches. PCCFT appears to be able to minimize opportunity
costs, while offering the industry some advantages (including potential revenue). For the Government, it may increase
potential tax revenue as well as non-tax revenue (e.g. radio frequency fee and dividends), universal service obligation fee,
penetration facilities and teledencity fees. Moreover, this design may create job opportunities and alleviate poverty as well
as improve prosperity.
Keywords: income tax, cost of taxation, tax policy, supply side tax policy, withholding tax

INTRODUCTION
In a study undertaken by the International
Telecommunication Union, it was found that an
increase in 1% teledencity (total unit of phone
connection per 100 residents) might promote Gross
Domestic Product (GDP) of approximately 3%
(Mastel). Another research showed that every 1%
increase in telecommunication penetration level
would raise 0.5% GDP (Xiaochun and Dan 2005).
In addition, Kamssu, et al (Kamssu 2004) are of
the opinion that countries succeeding in utilizing
Information Technology and Telecommunication
are able to increase their economic growth,
people’s welfare and build up democracy. In line
therewith, the National Research Board designates
telematics—where telecommunication constitutes a
key element thereof–as one of the six main programs
of the National Prime Research. Under the National
Industrial Development Policy prepared by Ministry
of Industry, the industry has been singled out as one
of those becoming the prime motors of the national
economy, as well as pillars for the sustainability
thereof.
1 This research had been used as one of the considerations for the government to remove the interconnection fee as an object of withholding
income tax (Article 23).

Currently, the industry enjoys very rapid growth.
This growth does not only demand the need for
the development of any tax concept, but also asks
possible change in tax administration. In order
to speed up the development of the industry, it
requires the change in the tax system (i.e. tax policy
and administration). For instance, inappropriate tax
treatments of business income of the industry will
potentially compose an inappropriate tax policy
thereof. Consequently, there will be a series of tax
rules (i.e. law provisions and regulations), which is
not suitable or even burdensome for the industry.
While resulting in an unfavorable climate, this
improper matching between tax provisions and
the nature of the industry’s business may also
create potential disputes arising from the different
interpretations between taxpayers and auditors.
Every dispute may lead to additional cost of taxation
which then hampers the industry’s incentive to
increase production. This may eventually reduce
the tax compliance and revenue as well. Therefore,
as to reap the overall benefit of the industry’s
development, it is essential that a tax system design
is formulated as to improve the industry’s climate.
Considering that an Income Tax system, in respect
of the telecommunication industry, is designed in
accordance with international best arrangement,
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as to stimulate the increase in productivity (Pro
Corporate Cash-flow Tax), this research works
on finding the implications of this policy to the
development of the telecommunication industry
and the state revenue.
The expanded meaning and essence of Supplyside Tax Policy constitute the core discussion of
this study. The conceptual framework of this policy
is that there are many other tax policies which
facilitate the industry to increase its production
without giving rise to tax expenditures, which
generally occurs in the Supply-side Tax Policy in
the form of tax incentives (Rosdiana 2008).
This study considers that policy of reducing
cost of taxation is part of the Supply-side Tax
Policy. It is based on the belief that high cost of
taxation may reduce available fund for increasing
production and therefore limit the supply of
products. The cost of taxation is not only indicated
by the payment of statutory tax liabilities, such as
Income Tax and Value Added Tax (VAT), but also
comprises all expenditures incurred in order to
comply with the tax regulations (compliance cost).
This cost includes expenses for gaining knowledge
to better understand the applicable regulations
(e.g. attending workshops and seminars), cost for
filing of documents, as well as preparing and filing
tax return, postal, communication and traveling
expenses, and other expenses incurred in relation
to tax audit and dispute resolutions (Sapiei and
Abdullah 2008). Slemrod and Yitzhaki enumerate
these costs as to include (1) compliance costs, (2)
administrative costs, (3) deadweight and efficiency
losses from taxation, (4) excess burden of tax
evasion, and (5) avoidance costs (Chattopadhyay
and Das-Gupta 2002).
The clarity of the rules and proper treatments
according to the international arrangements (e.g.
the exclusion from the withholding tax of Art. 23)
may reduce the cost of taxation, and may therefore
be considered as part of the concept of the Supplyside Tax Policy. This alternative might even be
better than the other forms of Supply-side Tax
Policy when it is purely in the form of tax incentive.
Tax incentive frequently raises discourses. First,
it creates tax expenditures or deficits. Second, its
effectiveness is questionable. Third, it inherently
facilitates possible avoidance made by taxpayers
(Steimo 2003). Fourth, there are nevertheless
other non-tax factors affecting productivity, such
as politics, security, potential market size and
economic stability.
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As to introduce Supply-side Tax Policy, regardless
the impact it has on revenue, any form of policies
reducing cost of taxation may be considered. Limitation on the applicable withholding tax merely to
passive and employment income in line with the international best practices (Darussalam and Septiardi
2006) may result in a cash-flow injection available
for a bigger production. Thereafter, the State may
gain bigger tax revenue due to the increase in production and business profits.
Income recharacterization may also beneficial for
determining the proper tax treatment on transactions
in the industry. This proper treatment may avoid
tax disputes to be settled either administratively
or before the Court. Dispute settlements amount
to costs of taxation both for tax administration
and taxpayers. The filing of tax appeal with the
court requires opportunity costs (e.g. to hire tax
consultants/lawyers), as the cash may not be
available for business activities.
On the bases of some thoughts, the concept of
PCCFT may generally be illustrated as shown in
Figure 1.
From the research perspective, the output of
this study is embedded in the innovation of the
Supply-side Tax Policy, and therefore may improve
the comprehensive tax research on this industry.
Previous studies on tax aspects of the industry were
mostly conducted partially. No tax research on this
industry is conducted in Indonesia, particularly
regarding the analysis of income recharacterization,
cost of taxation and its comprehensive implications.
Some researchers on tax aspects of Electronic
Commerce, entitling “Exploring the Potential of
Tax Revenue from Electronic Transactions” have
been conducted during 1999-2000. Subsequent to
this study, the researcher had actively supervising
a number of undergraduate theses and final papers
with the topics concerning tax aspects of Electronic
Commerce.
The analysis made in this research, is, principally,
constructed from the perspective of Supply-side
Tax Policy.
Based on the belief that Supply-side Tax Policy
constitutes a policy stimulating the entrepreneurs to
increase their productivity, this research focuses on
efforts to minimize the costs of taxation. However,
tax incentive, even though frequently discussed in
the Supply-side Tax Policy, is beyond this study
because it amounts to a number of weaknesses,
including tax expenditures which trigger deficit
(Bartlett 2003). In line with theories on income tax
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PRO CORPORATE CASH-FLOW TAX SYSTEM

Reducing cost of taxation (and opportunity cost )

Minimizing dispute

Limiting withholding only for passive income and
employment income
or

Utilizing Review Committee
1.
Regulations on:
1. Transactions upon which
tax treatments have not
been regulated ,
2. Indefinite rules.

Deregulation of
inconsistent rules

2.

withholding tax tariff/’fair’ deemed net
income
Limiting types of income in accordance
with the withholding conception (more
income recipients than the withholders)

Figure 1: Concept of Pro-Corporate Cash-flow Tax

system, the conceptual framework or a literature
map of this research appears in Figure 2.
In order to enter the research setting, the rapport
is developed by establishing communication with
key informants such as the leader of the community
or the association related to the industry, including
Chairman of APJII (Indonesia Internet Service
Provider Association), MASTEL (Telematics
Community) and Public Policy, Taxation and
Fiscal System Department of KADIN (Indonesian
Chamber of Commerce and Industry), and Deputy
Chairman of Permanent Informatics Committee.
Further, the researcher participated in meetings,
seminars or gatherings held by the MASTEL and
KADIN concerning telecommunication, meetings
with the DGT, Director of Income Tax, exclusive
discussions and workshop on Income Tax bill at the
ATSI (Indonesian Cellular Telephone Association),
and International Telematics Conference.
Some data on the industry have been collected,
particularly in 2003 up to August 2006. The reasons
for choosing this period are starting in 2003, disputes
in the telecommunication industry were growing as
indicated in the pertinent articles; August 2006 was
considered as a marking year due to the fact that in
the middle of year 2005 the Government was filing
the new tax bills with the Parliament. In the bill,

there were articles closely related to the industry.
Later in June 2006, the Minister of Finance revised
the bill, whereas in August 2006 it was withdrawn.
With regard to the second question, this research
was limited to the followings: telecommunication
companies go public, considering that the publication
of audited statements made the data relatively open,
transparent and reliable; these companies are the big
three in the industry; the industry is limited to the
telecommunication network provider and general
service operator, excluding telecommunication
manufacturing industry.
Data collection strategy is colored by personal
experiences and engagement so as to gain better
understanding. The scope of the research is in
multidisciplinary analysis. Therefore, inaccurate
interpretation resulting from the distance between
researcher and the object observed might be
avoided.
For data analysis purposes, a comprehensive
strategy was employed. In this strategy, overall
phenomena was understood as a complex system,
regardless of its elements, focusing on the mutual and
dynamic relations thereof. Comprehensive strategy
recognizes that any variable is not disconnected and
linear due to the interplay between one variable to
another (Patton 2002).
For the policy study, particularly in answering the
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STATE FUNCTION

INCOME TAX SYSTEM DESIGN

SUPPLY-SIDE TAX POLICY
Providing wider ’room’ to the business players for production
in order to increase supply
PRO CORPORATE CASH-FLOW TAX SYSTEM

To limit the
withholding taxes
only applicable for
passive income and
employment income

2. Selection of
Tax Collection
Method

To reduce cost of taxation and
opportunity cost by clarifying
the tax treatment on opportunity
cost analysis in cases of:
1. International Roaming
2. Interconnection Fee

To reduce cost of taxation (particularly
compliance cost) and/or opportunity cost

1. Determination
of withholding
objects

The need of income
characterization

If constituting international
income:
Taxing Rights

To apply ”pure” self
assessment system

Source Rules Concept
• Permanent Establishment
Conception
• Royalty
• Technical Assistance
• Business Profit

1. Determination of
deemed net income
which is not relatively
burdening the cashflow (fair)

2. Change of
withholding
mechanism (e.g.
Income Tax on
import)

Cyber Tax Administration / Knowing Organization

Figure 2. Conceptual Framework

question of how the implication of the Income Tax
policy design may lead to the telematics industry
development, the analysis would be supported
by the Microsoft Office program (i.e. Excel) and
the Dynamic System, using Powersim Program.
The researcher divided the system into several
subsystems in order to address the characteristic
of the subsystem within the bigger system. The
analysis and the synthesis of this study will focus
only on some subsystems. The behavior of the
subsystem may definitely not represent the system

in general. However, it may explain how the system
works. In establishing the model, it was not possible
to make a complete and overall model due to
bounded rationality owned by every human being.
In understanding how the tax policy design is
capable of boosting the telematics industry, as to
formulate the Causal Loop Diagram and the Stock
Flow Diagram, the variables and the parameters
will be firstly explained (Table 1). Those variables
and parameters are selected based on the previous
literature and documents study.
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Tabel 1 : Research Parameters
CONCEPT

DIMENSION

VARIABLE
Deregulation

Taxation system

Supply side Tax
Policies

•
•
•

Regulation

•
Tax administration
Productivity
Telecommunication
industry growth

PARAMETER/INDICATOR
Eliminating withholding tax on active
income
Appropriate tax treatment for bandwidth
Definition of Permanent Establishment
Definition of Royalty Tariff under
withholding tax not burdening the cash
flow
Types of earned income as withholding
tax object
Opportunity Cost

Cost of Taxation

-

Total telephone
lines available

Increase of telephone line provided

Teledensity
(comparison
between total
telephone lines/
customers and
population of a
region)

The phases in analyzing the problems and
formulating policy recommendations appear:
It is worth noting that in this study, the Powersim
was only treated as a tool since the program is
relatively circled with many benefits for simulating
the model with back loop. As explained by
Sherwood, the system thinking had several precious
benefits, as shown in the causal loop diagram.
This could become a future laboratory, where any
consequence of every measure, decision or policy
could be tested prior to its validation (Sherwood,
2003).
In creating simulation, the Stock Flow Diagram
(SFD) is established based on the following analysis
design/method.
The absence of clear regulations relating to
transactions of the industry, particularly international
ones, may frequently result in tax disputes, e.g.,
international roaming transactions and bandwidth
lease. Disputes, may generally occur since the
Government has never established a special team
similar to the TAG OECD for analyzing the character
of income items (OECD 2001).
Ideally, several items of income generated from
the industry’s transactions are analyzed to determine whether they are categorized as (1) royalties,
(2) business income, (3) technical service fees, or
(4) rent and income from the use of assets. The four
categories require different treatment, particularly
in sourcing thereof (Westberg 2002). The analysis

-

Teledensity of Fixed Cable Telephone
Teledensity of Mobile Phone
Total customers of Fixed Cable
Telephone
Total customers of Wireless Fixed
Telephone
Total cellular phone customers
Average Rate Per User (ARPU)

shows that in general income/fees from the industry’s transactions, e.g., international roaming, circuit rent and interconnection tend to be characterized as technical services instead of royalties, rent,
and income from the use of assets.
Unclear characterizing income from the industry’s
transactions, as mentioned above, may result in
potential tax disputes. The study on observation
and documents shows that in 2003-2005 there was
a trend in tax audit on the industry, and all operators
as well, and charged them with Tax Underpayment
Assessment Notice of Withholding Tax of
Art.26 in respect of cross-border roaming and/or
interconnection.
Relating to tax on these transactions, as an
objection to the DGT’s assessment has been rejected,
an appeal to the Tax Court was filed by the operator.
In order the appeal to be formally accepted by the
Court, until the finishing of this study (September
2007), taxpayer should meet the requirement of Art
36(4) of Law No.14 of 2002 concerning Tax Court
that provides
“Other than the requirements as meant by
section (1), section (2), section (3) and Article
35, when an appeal is filed against tax payable,
it may only be done if the tax payable has
already been settled at 50% (fifty percent).”
As it has not been amended in line with the thought
of Art 25(3a) of Law No 8 of 2007 concerning the
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Valid
Validation
GRAPHIC/TABLE

CLD
Model Making

SENSITIVITY TEST
POLICY ANALYSIS

Concept making
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Test, Simulation
SFD/MODEL

DATA

Figure 3. Modeling/Analysis Cycle in Dynamic System

third amendment of the 1983 General Tax Act,
according to Art. 36(4) of the 2002 Tax Court Act,
at the time of filing the appeal, for fulfilling the
formal requirement, Taxpayer should settle 50%
of the total tax payable written in the Assessment
Notice. From the opportunity cost perspective, the
obligation to meet the appeal formal requirements
eliminates another option for spending the money
for business purposes. If there were no dispute,
taxpayer may optimally spend the money for either
saving or lending, or increasing productivity, e.g.
installing new telephone lines or improving service
quality.
Table 1 illustrates the calculation of opportunity
costs relating to the 50% payment of the disputed
amount as formal requirement for the appeal.
PT Exelcomindo, obtains a Tax Underpayment
Assessment Notice of Withholding Tax of Art.26 in
respect of international roaming, amounting to IDR
855,360 million.
As she does not agree with the assessment, on
August 12, 2003, PT Exelcomindo, Tbk submitted
an objection to the DGT Office, which was rejected
on 21 April 2004. Thereafter, on 2 July 2004,
this company filed an appeal, which then was
accepted by Tax Court through Decision Letter No.
Put.05969/PP/M.VII/13/2005 dated 22 July 2005.
On 16 November 2005, DGT submitted a review
No.S-407/PJ.4/2005 to the Supreme Court upon
the Decision of Tax Court No.Put.05969/PP/M.
VII/13/2005. Until the completion of this research
(August 2007), no decision has been made by the
Supreme Court thereupon. PT Indosat, Tbk also
encountered similar case. Since filing this review,
according to the consultant, DGT has not yet

refunded the tax paid thereupon.
Upon any dispute, a company will lose the
opportunity to obtain income provided the formal
payment of an appeal could be alternatively utilized
for installing an infrastructure of telecommunication
network, e.g., additional wireless telephone line
unit. Under the estimation that costs of telephone
line investment per fixed cable phone unit is
US$600-700 and US$150-200 per wireless phone
line unit (PT Telkom 2005), the formal payment of
an appeal could be used for that purpose as shown
in table below.
In table 2, calculation is based on the assumption
that the appeal was filed in August 2003 and 50%
payment of the tax payable on the same month at
the average exchange rate of the third quarter (see
Table 3).
In general, the loss may be incurred both by
the providers and the Government, since every
additional new telephone line unit inherently
gives potential tax revenue, such as VAT,
Payroll Tax, and Corporate Income Tax. The
potential income earned by the company may
be calculated based on the following data: Fixed
cable telephone rate according to the pertinent
regulation (see Table 4); Average percentage
of regular customers of cable telephone is
approximately 80,48% residential, 19,37%
business and the remaining 0,15% is the social
category (Table 5).
The potential additional revenue for the
operators and tax revenue (from the formal
payment of appeal) may be illustrated in the
table 6.
The amount of opportunity costs will slightly
differ, if the company allocates the formal
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“Pro Corporate Cash-flow Tax ” Model
Income Tax Policy Minimizing Opportunity Cost

Cash for investment

Cost of money

To add telephone line units

To purchase Government Bond

to be lent

fixed wireless line cellular

fixed wired line
1)

Potentials of Non Tax Revenue
a. Frequency Usage Fee (bandwith charges)
b. USO (Universal Service Obligation)
c. Dividend received by the Government (PT Telkom & PT Indosat)
2) Potential of Tax Revenue from additional telephone connection units
a. Value Added Tax
b. Corporate Income Tax
c. Employee Income Tax
3) Miscelaneaous
a. Penambahan satuan sambungan telepon untuk pedesaan
b. Penyediaan public phone
c. Peningkatan teledensitas

Cash for investment

Cost of money

Minimizing Opportunity
Cost
CLARITY OF TAX
TREATMENT
PE Conception
Royalty

Technical Services

Rent and Other Income from
Use of Assets

Business Profit

Taxing Right
Characterization of Income on Transactions in
Telecommunication Industry

Figure 4. Analytical Model

payment to build wireless telecommunication
lines2 (Table 7).
2 Currently, the development of telecommunication infrastructure focuses on wireless telephones due to the following:
a. the trend of technology is wireless phones. This is even conducted
also by PT Telkom, Tbk , as revealed by P3TIE – BPPT (Loc. Cit, page
13):
This is in line with the policy of Telkom to focus on expansion of local

telephone network under wireless based technology. It is due to the
fact that the investment required for cable telephone development is
expensive and long term. However, based on the Government’s instruction, Telkom still provides fixed telephone installation, at a maximum
of 5% from total development, whereas the remaining 95% is for wireless telephone development.
b. Construction cost of wireless network is cheaper than that of cable
network.
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Figure 5. Stock Flow Diagram of Pro Corporate Cash Flow Tax policy design
Table 1 : Costs of Money related to Dispute on International Roaming
SBI
Month
Year
Principal
(Government
bonds)
Agustus
2003
427,680,000
0.00752
September
2003
430,894,728
0.00731
Oktober
2003
434,044,705
0.00711
November
2003
427,132,752
0.00706
Desember
2003
440,218,910
0.00701
Januari
2004
443,306,234
0.00676
Februari
2004
446,303,169
0.00640
Maret
2004
449,158,270
0.00619
April
2004
451,937,607
0.00612
Mei
2004
454,704,971
0.00610
Juni
2004
457,478,871
0.00611
Juli
2004
460,275,120
0.00613
Agustus
2004
463,098,871
0.00614
September
2004
4+5,942,703
0.00615
Oktober
2004
468,810,386
0.00617
November
2004
471,702,313
0.00945
Desember
2004
476,161,519
0.00619
Januari
2005
479,107,863
0.00614
Februari
2005
482,251,382
0.00619
Maret
2005
485,034,075
0.00620
April
2005
488,039,361
0.0628
Mei
2005
491,102,215
0.00656
Juni
2005
494,321,799
0.00673
Juli
2005
497,648,173
0.00704

The above calculation may not reflect the actual
condition since the sample is only Underpayment
Assessment Notice from one company, one tax
period, and the company is not the biggest one in
that industry. In reality, the opportunity cost is of
course far bigger than that calculation.
On the bases of the tax thoughts and best practices,
c. Developing cable fixed telephone requires a relatively longer period
of time since a building should be constructed as the central, a cooling
room should be maintained for its temperature, etc.

Monthly interest
Calculation
3,214,728
3,149,977
3,088,047
3,086,157
3,087,325
2,996,965
2,855,101
2,779,337
2,767,365
2,773,900
2,796,249
2,823,751
2,843,831
2,867,683
2,891,928
4,459,205
2,946,344
2,943,519
2,982,693
3,005,287
3,062,584
3,219,854
3,326,376
3,501,705

End Value
430,894,728
434,044,705
437,132,752
440,218,910
443,306,234
446,303,169
449,158,270
451,937,607
454,704,971
457,478,871
460,275,120
463,098,871
465,942,703
468,810,386
471,702,313
476,161,519
479,107,863
482,051,382
485,034,075
488,039,361
491,102,215
494,321,799
497,648,173
501,149,878

there is a possible alternative of income tax system
design which does not subject other services income
to provisional withholding tax of Art. 23 as is
currently applicable. Further, the DGT has singled
out 33 items of income category from technical,
management, construction, consultant and other
services to be subject to Art. 23 withholding tax, in
addition to the other passive income (e.g. interest,
dividend, royalty and rent).3
3 For employment income, Income Tax Article 21 withholding is im-
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Table 2 : Production Opportunities from international roaming dispute (additional new telephone line)
(in Rupiahs except for telephone line)
Cash flow supposed to add telephone line unit (rupiah)

427.680.000

Wireless investment expense (rupiah)
a. minimum limit

5.056.200

b. maximum limit

5.898.900

Wire investment expense (rupiah)
a. minimum level

1.264.050

b. maximum level

1.685.400

Additional cable telephone line unit
a. minimum limit

85

b. maximum limit

73

Additional wireless cable telephone line unit
a. minimum limit

338

b. maximum limit

254

Table 3 : USD 1 Equivalent Rupiah According to BI Rate
Year 2003

At the end of Period

Average(1)

Max. (2)

Min.(2)

2nd Quarter

8.285

8.488

8.906

8.165

3 Quarter

8.389

8.427

8.665

8.166

rd

4 Quarter
8.465
8.471
8.583
8.365
(1) Average of middle exchange rate published by the Bank of Indonesia prevailing at the related period.
(2) Maximum and minimum value as based on the daily middle exchange rate published by the Bank of Indonesia
during the prevailing period.
Source: Bank of Indonesia as quoted from the Annual Report of PT Telkom, Tbk, page 26-27
th

Table 4 : Fixed cable telephone rate according to the Government Regulation
Business
Residential
Social
Installment Cost
170,000 – 450,000
75,000 – 295,000
50,000 – 205,000
Subscription Cost
38,400 – 57,600
20,600 – 32,600
12,500 – 18,500
Annual Report Pursuant To Section 13 or 15(d) of The Securities Exchange Act of 1934, Securities and Exchange
Commission, Washington, D.C. 20549., page 65.

The designation of a number of services income
categories as objects of Art.23 withholding tax
may disrupt the industry’s cash flow as those items
basically constitute business profit. Accordingly,
taxpayers eventually paid double provisional
tax, namely: monthly installments of Art 25, and
withholding tax of Art.23.4
posed.
4 Other than Income Tax Article 23, types of initial taxes are Income
Tax Article 22. The Income Tax Article 22 amount levied is determined
as follows:
a. On imports:
1. for those using Import Identification Number, at 2,5% (two point
five percent) from import value;
2. for those not using Import Identification Number, at 7,5% (seven
point five percent) from import value;
3. for auctioned goods (not owned), at 7,5% (seven point five percent)
from action value.

In addition, withholding tax of Art.23 may add
costs of taxation, i.e., cost of compliance. Upon this
withholding, Camlica, argues that the levy there of
which is based on a DGT’s regulation violates the
constitution which requires that the imposition of
any tax should be based on an act (Darussalam and
Septiardi, 2006). In this study, an Income Tax system
which merely imposes a provisional withholding
tax of Art. 23 on passive income (excluding service
income), is nominated as one choice for “Pro
Corporate Cash-flow Tax” policy.
Under the prevailing withholding tax system, a
company may lose the opportunity to gain interest
income, as fund available for the provisional tax
may be deposited in a Bank, used to buy bonds
(e.g. Government Bonds) or lent to other parties.
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Table 5 : Categorization of Regular Telephone Customers (Year 2001-2005)
2000

2001

2002

2003

2004

June 2005

TOTAL

6.319.937

6.836.212

7.338.656

7.807.087

8.139.512

8.209.994

Business

1.121.624

1.227.574

1.353.300

1.478.073

1.558.709

1.590.508

Residential

5.173.216

5.587.906

5.965.568

6.314.455

6.567.615

6.607.272

Social
25.097
20.732
19.788
14.559
13.188
12.214
Electronics (Pusat Pengkajian dan Penerapan Teknologi Informasi dan Elektronika:P3TIE) of Technology Study and
Application Body, Appendix p. 6.
Table 6 : Opportunity Costs on international roaming Disputes, if it is used for additional fixed
Cable telephone lines (in Rupiah except for telephone lines)
With Max. Limit
Addition of cable telephone line
unit
Revenue of Installment fee

With Min. Limit

With Max. Limit

With Min.
Limit

85

85

73

73

7.372.874

2.867.229

6.319.607

2.457.625

20.081.894

5.105.566

17.213.052

4.376.200

26.010

6.344

22.294

5.438

a. Business

11.324.735

7.549.823

9.706.916

6.471.277

b. Residential

26.630.634

16.827.947

22.826.258

14.423.954

28.167

19.032

24.143

16.313

Revenue from Use

121.933.147

121.933.147

104.514.126

104.514.126

Total Revenue

159.916.684

146.329.949

137.071.443

125.425.671

Revenue of Value Added Tax

15.991.668

14.632.995

13.707.144

12.542.567

Revenue of Corporate Income
Tax

14.392.502

13.169.695

12.336.430

11.288.310

Revenue of Employee Income
Tax

2.398.750

2.194.949

2.056.072

1.881.385

32.782.920

29.997.640

28.099.646

25.712.263

a. Business
b. Residential
c. Social
Revenue of Subscription Fee

c. Social

Total Tax Revenue

This current provisional withholding tax costs
money for the taxpayer. The following table shows
cost of money on the average withholding tax of
Arts. 22 and 23 in 2005 of PT Indosat, Tbk and its
subsidiaries.
The above calculation may not represent the
whole industry since the sample only consists of
one operator. Under the same calculation, the total
cost of money from the average withholding tax
during 2005 is as follows:
The amount of the above cost of money will be
bigger where the company provides a business loan
since the interest rate is generally higher than that
of the Certificate of Bank Indonesia (SBI). From
the Government’s side, the potential revenue may
come from provisional withholding tax of Art.23 on
20% of interest of IDR.63.677.990.251, (i.e. IDR.

12.735.598.050).
Under the PCCFT, the objectives of the State
and the industry (i.e. development) are not in
contradiction. For the State, no potential revenue
will be lost since at the end of fiscal year the
taxpayers will eventually calculate, pay and report
their actual income tax. The fear of revenue deficit
for the current year should not increase as the
taxpayers are obliged to settle monthly installment
of Art. 25 income tax.
The limitation of Income Tax of Art 23 objects
only on passive income and the waiving of Income
Tax of Art. 22, as suggested in this study, may
be promptly beneficial for the industry as it may
improve its cash flow instead of borrowing from a
Bank.
Cash-flow is one of the funding sources for capital
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Table 7 : Opportunity Costs on international roaming Disputes – when it is used for additional wireless fixed
telephone lines (in Rupiah except for telephone lines)
Addition of wireless telephone line unit
ARPU

338

254
177.571

177.571

720.954.696

540.716.022

Revenue of Value Added Tax

72.095.470

54.071.602

Revenue of Corporate Income Tax

64.885.923

48.664.442

Revenue of Employee Income Tax

10.814.320

8.110.740

868.928.318

651.740.631

1

Total revenue from wireless telephone line unit

Total Tax Revenue

Table 8 : Calculation of Cost of Money from Withholding tax of PT Indosat, Tbk and its subsidiaries (Average
of Income Tax Arts. 22 and 23 for Year 2005 –January)
Month

Year

Principal

SBI
(Government
Bonds)

Calculation of
Monthly Interest

End Value

February

2005

23.798.333.333,33

0,07425

1.767.026.250

25.565.359.583

March

2005

25.565.359.583,33

0,07435

1.900.845.355

27.466.204.938

April

2005

27.466.204.938,26

0,07531

2.068.479.894

29.534.684.832

May

2005

29.534.684.832,16

0,07867

2.323.493.656

31.858.178.488

June

2005

31.858.178.487,90

0,08075

2.572.547.913

34.430.726.401

July

2005

34.430.726.400,80

0,08444

2.907.264.955

37.337.991.356

August

2004

37.337.991.355,75

0,00716

267.419.220

37.605.410.576

September

2004

37.605.410.575,66

0,00828

311.184.773

37.916.595.348

October

2004

37.916.595.348,17

0,00909

344.559.537

38.261.154.885

November

2004

38.261.154.885,26

0,01015

388.238.189

38.649.393.075

December

2004

38.649.393.074,54

0,00830

320.806.914

38.970.199.989

January

2005

38.970.199.988,55

0,01062

413.831.049

39.384.031.037

February

2005

39.384.031.037,26

0,01062

418.127.130

39.802.158.167

expenditure. As an illustration, if the Government
does not impose a 6% withholding tax of Art. 23
on interconnection services income, the industry
will retain cash available for developing more
infrastructures. Table 11 illustrates cash flow available
under the PCCFT design using interconnection
revenues of go-public operators.
In a simple illustration, the calculation of
opportunity cost due to lost in production is set in
Table 11.
The loss is generally incurred both by the
operators (in terms of potential revenue) and the
Government (in terms of tax revenue from every
additional new telephone line unit). This may be
seen in the opportunity cost calculation as presented
in Table 12.
The amount of opportunity cost may be slightly
different, should the company allocate cash flow to

build wireless lines (Table 13).
As proposed by Arestis and Sawyer (2003), in
a certain condition, a fiscal policy is “a powerful
tool for macroeconomic policy”. In relation thereto,
the PCCFT may comprehensively provide some
benefits, both for the industry and the Government.
For the industry, the PCCFT is capable of minimizing
taxation cost and opportunity cost. Meanwhile,
the benefits for Government may be analyzed by
making simulation of policy model and assuming
that the cash flow available is wholly used for
building additional telephone line units (see the
Figure below).
Using the simulation program assistance
(dynamic system), a number of benefits that may be
gained by the Government from the PCCFT design
are explained below.
Nowadays, the main problem encountered in
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the cable telephone services is the provision of
additional lines. (P3TIE 2006). It becomes a crucial
point since it can be an indicator to calculate the
teledensity, which is a comparison between total
telephone lines (customers) and total population
in an area. Teledencity denotes the telephone
penetration level within an area. Compared to other
ASEAN countries and countries in Asia Pacific
Zone in general, the fixed telephone penetration in
Indonesia is still very low. In 2004, total number
of telephone lines in ASEAN is approximately
6.6 lines per 100 residents, whereas in Indonesia
is only 4.5 lines (P3TIE 2006). More specifically,
the penetration of telephones for all of the regional
divisions of Telkom, based on the total fixed line
in service compared to the Indonesian population
appears as follows:
Within the last five years, since 2000 to 2005,
there have been 13.3% average annual increase in
fixed (cable and wireless) line numbers made by
PT Telkom, Tbk with average teledencity level of
3,92%. Despite this increase, the teledencity level
is still below the 13% annual target set by WSIS
or by the Government. The Government specific
targets in the telecommunication sector for year
2005-2009 are as follows (Zainal Abdi 2006):
1. New telecommunication facility deve-lopment in
more than 43.000 villages
2. Achievement of teledencity level for fixed
and mobile telephone up to 13% and 20%,
respectively,
3. CAP as information access facility in more than
45.000 villages,
4. An increase in the residents’ e-literacy up to
40%,
5. Availability of 40% Government officers capable
in operatinge-government.
In achieving the above targets, the Government
required the operator to install a minimum 1.4
million line units in 2004 and 10.7 million in 2008.
For this purpose, the PPCFT may be considered as
one of the choices to assist the Government and the
industry to meet the targets agreed upon by WSIS.
With this policy, the total fixed telephone line
available could be more than if the PCCFT policy
were not applied.
If the Government applies the PCCFT policy,
the cash-flow available for funding investment
may increase in amount. Accordingly, the ability of
fixed lines may also increase and more additional
lines are gained from the application of PCCFT
policy compared to the current condition. This may
increase the teledencity in Indonesia (Figure 7).
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The implication of this policy is not only the
availability of telephone line units, but also the
creation of job opportunities. The simulation
may not fully reflect the actual condition since it
does not include the potential revenue of wireless
telephone, in the form of short messaging system
(sms), interconnection, phone card, RUIM card,
and multimedia (ringtone, wall paper and sorts)
as well as joint operation revenue. The simulation,
however, may be useful to demonstrate that the
theory of Supply-side Tax Policy may be used as an
analytical tool, to describe the working process of a
sub system if the Government applies the PCCFT
policy.
Pursuant to the Transportation Minister’s
Decree No 34 of 2002 regarding the Universal
Service Obligation (USO), the telecommunication
network and/or service operators are required to
provide accessibility for universal service area,
namely villages and/or the capital of subdistrict
not yet reachable by the telecommunication access.
The USO contribution that shall be paid by the
operators is 0.75% of gross profit (by considering
bad debt and interconnection expenses). According
to the simulation of PCCFT policy, the potential
increase in gross profit will in turn raise the USO
contribution. Consequently, the penetration and the
teledensity level of telecommunication in village
areas may also increase.
Telecommunication operational right fee, which
constitutes non-tax revenue, is an obligation to
be borne by every operator. According to Art.2 of
Regulation Number 22/PER/M.KOMINFO/10/2005
concerning Guideline of Rate Implementation on
State Non Tax Revenue from Telecommunication
Operational Right Fee Collection, every operator
obtaining an operational license must pay
operational right fees. Art. 3(1) of the Regulation
provides that the expense (fee) is collected at 1% of
the annual gross profit of the operator.
The State-owned company, PT Telkom, is the
biggest telecommunication company in Indonesia.
Unlike PT Telkom, as the Government only owns
776.624.999 shares Serial B and 1 Share Serial
A (PT. Indosat Annual Report 2006)(equivalent
to 14,29%), PT Indosat Tbk is not a state-owned
company anymore. Nevertheless, every development
in the industry may still generate significant revenue
for the State.
The State-owned telecommunication service
business contributes dividends of 19,5%, whereas
156 other State-owned companies only paid 80,5%
of total Government’s revenue (Abdi 2006). In
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Table 9: Cost of Money from Withholding tax of PT Indosat, Tbk and its subsidiaries (One year Average
Income Tax of Arts. 22 and 23 Year 2005)
Average Withholding Tax (Monthly)
February
March
April
May
June
July
August
September
October
November
December
Total

Result of Interest Calculation
16.003.824.833
13.252.779.691
10.688.594.496
8.273.281.205
5.934.221.144
3.712.704.814
1.570.600.373
1.390.197.065
1.183.472.621
958.499.812
709.814.197
63.677.990.251

Table 10: Availability of Cash-flow in Pro Corporate Cash-flow Tax Design
(Simulation of Domestic Interconnection Revenue of Go Public Operators, in 2005, in rupiahs)19
Interconnection Revenue

Withholding Tax

Current Condition

Pro Cash flow Tax Scenario

Available Cash flow

Available Cash flow

PT Telkom

7.742.000.000.000

2

464.520.000.000

7.277.480.000.000

7.742.000.000.000

PT Indosat

1,252,595.03

44.805.300.000

701.949.700.000

746.755.000.000

914.687.557.000
9.168.887.124.000,0

40.807.927.440
550.133.227.440

639.324.196.560
8.618.753.896.560

680.132.124.000
9.168.887.124.000

PT Exelcomindo
TOTAL

4

Table 11: Opportunity to Production from Withholding Tax on Interconnection Expenses (in perspective of
adding New Telephone Line)
Current Condition
Cash flow available for additional telephone line unit
(USD)5)

Pro Cash flow Tax

Difference

887.524.858

944.175.381

(56.650.523)

a. minimum limit

1.479.208

1.573.626

(94.418)

b. maximum limit

1.267.893

1.348.822

(80.929)

If used for setting up cable telephone line units
a. minimum limit

5.916.832

6.294.503

(377.670)

b. maximum limit

4.437.624

4.720.877

(283.253)

If used for setting up wireless telephone line units

addition to tax revenue, as the application of this
policy may increase business profit of the industry
(PT Telkom, Tbk and PT Indosat, Tbk), the PCCFT
policy may generate potential non tax revenue as
well.
The growing of the telecommunication industry
may eventually also help overcome unemployment
problem. Theoretically, the more productive an
19 At the finishing time of this research, the Government has exempted
the Income Tax Article 23 withholding on interconnection services but
only limited to PT Telkom, Tbk and PT Indosat, Tbk. Until this research is completed, other telematics companies have still been striving
for the same policy as obtained by PT Telkom, Tbk and PT Indosat,
Tbk, which is the exemption of Income Tax Article 23 on interconnection services.

industry is, the more manpower-demand occurs.
Investment, either from Domestic or Foreign
Capital may potentially make room for labor
supply. The table below shows the number of
approvals for foreign investment telecommunication
manufacturing based on the type of industry, country
and manpower for 2002 to 2005. The data only
represents a small part of the industry, specifically
telecommunication sector. Quoting Mastel data,
Abdi stated that domestic industry only shares
2%-3% portion of total market size of IDR 22-23
quintillion.
Basically, the manpower supply that could be
absorbed by the industry can be divided into direct
labors and indirect labors from the multiplier
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Table 12 : Opportunity Cost from Withholding Tax on Interconnection Revenue – If used for Additional Fixed
Cable Telephone Line Units (in rupiahs except for telephone line units)
With Max. Limit

With Min. Limit

With Max. Limit

94.418

94.418

80.929

80.929

8.229.904.708

3.200.518.497

7.054.204.035

2.743.301.569

22.416.234.223

5.699.042.599

19.213.915.049

4.884.893.656

29.033.393

7.081.315

24.885.765

6.069.699

a. Business

12.641.133.631

8.427.422.421

10.835.257.398

7.223.504.932

b. Residential

29.726.206.197

18.784.044.407

25.479.605.312

16.100.609.492

31.441.040

21.243.946

26.949.463

18.209.097

Revenue from Use

136.106.779.960

136.106.779.960

116.662.954.252

116.662.954.252

Total Revenue
Revenue of Value Added
Tax
Revenue of Corporate
Income Tax
Revenue of Employee
Income Tax
Total Tax Revenue

178.505.560.829

163.339.490.734

153.004.766.425

140.005.277.772

17.850.556.083

16.333.949.073

16.065.500.475

14.700.554.166

Additional cable telephone
line units
Installation Revenue
a. Business
b. Residential
c. Social

With Min. Limit

Subscription Revenue

c. Social

2.677.583.412
36.593.639.970

15.300.476.642
13.770.428.978

2.450.092.361

2.295.071.496

33.484.595.600

31.365.977.117

14.000.527.777
12.600.474.999
2.100.079.167
28.701.081.943

Table 13 : Opportunity Cost from Withholding Tax on Interconnection Revenue – If used for Additional
Wireless telephone lines (in Rupiahs except for telephone line units)
Maximum Limit
Additional wireless telephone line units
ARPU

377.670
177.571

Minimum Limit
283.253
177.571

Total Revenue from wireless telephone line units

804.759.199.504

603.569.399.628

Revenue of Value Added Tax

80.475.919.950

60.356.939.963

Revenue of Corporate Income Tax

72.428.327.955

54.321.245.966

Revenue of Employee Income Tax

12.071.387.993

9.053.540.994

Total Tax Revenue

969.735.390.643

727.301.587.375

effect of the business development. As an
example, a telecommunication sub sector, namely
telecommunication shop business, may absorb
approximately 126,000 of labor supply.
The PCCFT policy may not result in tax
expenditures since provisional withholding tax
basically may be creditable against eventual tax
liabilities of the taxpayer at the end of fiscal year.
Accordingly, no potential loss of revenue may
occur.
The PCCFT policy may generally be more
beneficial to the Government as the additional line
units are capable of increasing potential tax revenue.
Due to the exclusion of telecommunication services
from the category of non-VATable service, the

Government may generate VAT revenue therefrom.
In addition to Corporate Income Tax and VAT, the
Government will also obtain potential payroll tax
revenue.
Currently, the Government applies the positive list
approach in determining whether an income item is
subject to Art.23 withholding tax. Practically, this
determination may result in cost of taxation due to
unclear regulation. For example, the term ”provision
service of space and/or slot in mass media,
exterior media, or other media for information
dissemination”, is not clearly defined which leads to
misinterpretation. According to a private ruling, it
has been decided that internet services are included
in this definition.
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Figure 6. Implications of Pro Corporate Cash-flow Tax Policy Design (in Stock Flow Diagram)

Due to the uncertainty in regulation, the
withholding agent may perform late deduction,
remittance and reporting, resulting in interest fine.
This increases the cost of taxation of the withholding
agent. The PCCFT design may avoid this additional
cost.
Another problem may arise due to the absence
of threshold amount of income to be subject to
Art.23 withholding, which in practice may result
in material amounts of cost of taxation that could
be classified as “double taxation”. It has frequently
occurred in certain telecommunication business
transaction, particularly in regard to internet
services, where the transactions generally do not
involve material value and the withholding agent
do not give withholding slip. Consequently, the
income recipient may not be able to credit the
withholding tax (Sylvia W. Sumarlin, 2005). Such
phenomenon has been addressed by Richupan (Ved
Gandhi, 1995) who argued that there are many
types of income, such as rent, professional fee and
income from small business, which are basically
not suitable for withholding system since there are
more withholders than the income recipients.

For the government, the introduction of
PCCFT may also reduce administrative cost, e.g.
minimizing the handling of tax refund. As previously
mentioned, in the current system, at least 2 types
of prepaid tax are applicable, namely Income Tax
of Art. 23 and that of Art. 25. Differ from Art. 25
where the installment is calculated on the basis of
the previous year tax, Art. 23 withholding is based
on a presumptive net income. Problem of overpaid
may occur when that net income is not based on
appropriate data. Prior to April 9, 2007, the highest
deemed net income was 50% and the lowest one
was 10%. If the DGT determines a deemed net
income from services income 50% regardless the
taxpayer’s return which is actually only 20%, hence
the taxpayer’s annual tax return will most likely
claim for tax refund.
The implementation of PCCFT design will only
be effective if the tax administration is run properly.
When the implementation thereof does not go
along with administration improvement, this may
potentially discourage efforts to achieve the revenue
target as the resources may not fully support. This
potentially occurs during the transition period,
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Table 14 : Total Fixed Telephone Line and Fixed Telephone Teledencity (2001-2005)
FIXED LINE (INCLUDING WIRELESS
FIXED LINE)
Installed line
Customer Line
Public Telephone Line (Incl.
telecommunication shops)
Chargeable Line

2001

2002

2003

2004

2005

8.041.674

8.400.662

9.558.752

11.667.927

13.169.617

6.836.274

7.347.166

8.071.325

9.565.185

12.333.541

382.664

402.869

407.790

423.533

414.457

7.218.938

7.750.035

8.479.115

9.988.718

12.747.998

7.741.508

8.214.328

8.559.350

8.686.131

Fixed Cable Line
Fixed Wireless Line

-

8.527

264.787

1.429.368

4.061.867

Density (Chargeable Line per 100
Residents)

3,3

3,5

3,5

4,1

5,2

0,4

0,4
2

0,3

2

0,2

Teledencity
1

2

0,1

0,0

12

1

0

2

2

2
1

1

4

6

YEAR
YEAR

1
8

1

2

Teledencity

Teledencity_under_PCCFT_Policy

Teledencity_under_PCCFT_Policy

10

Figure 7. Simulation Result of Pro Corporate Cash-flow Tax Policy Implication on Fixed
Telephone Teledencity

from the current system into the PCCFT system.
However, it may not be a problem in the subsequent
years as the Government may prepare the state
budget bill based on the tax revenue received in the
said year.
Modification of the PCCFT design may be
conducted using careful measures, particularly by
considering the Government’s interest. Art. 23 of
withholding tax could be performed provided that
the applicable regulations be clear and certain so as
to avoid additional cost of taxation; the procedure
of withholding tax be simplified, and income
treshhold be established to exclude small amount
of income from withholding of Art 23 income tax.
In practice, the taxpayers’ effort to characterize
any income type as from transactions of the industry
that requires supporting documents may add the cost
of compliance. Based on the documents study, it was
found that a taxpayer selling computers including
the application programs inside must obtain a
statement letter from the tax office confirming that
the value of the program is not deemed as royalty.

The crediting procedure may also be simplified
by utilizing other evidence as a substitute for Art.23
Withholding Slip (such as payment note and cash
flow analysis). Hence, double taxation because of
no slip support may be avoided.
The effective rate applied on the industry’s
transactions be trimmed down or determined
according to a fair profit margin. In the current
system, except for royalty that is subject to Art. 23
withholding at 15% on a gross basis, rent and other
income from the use of assets, fees from technical,
management, construction, consultant and other
services (excluding those which are subject to Art.21
withholding) are subject to Art. 23 withholding at
15% of deemed net income. Prior to April 9, 2007,
the highest and the lowest deemed net income were
50% and 10%, whereas pursuant to the DGT’s
Regulation No. PER 170/PJ/2007, they are reduced
to 30% and 10%. Ideally, the determination of
deemed net income involves related business as to
prevent the excessive withholding tax. For instance,
if the profit margin is just 10%, Art. 23 withholding
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of 4.5% will surely burden the industry’s cash flow.
If the withholding agent outnumbers the income
recipients, withholding may not be effective as a
tax collection instrument and therefore it is better to
be replaced by assessment system. Not only avoid
double and excessive taxation, this system may also
minimize the cost of taxation (e.g., administrative
and compliance cost).
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Endnotes
1 Abdi (Op.Cit, pp. 36) states that:
“As a comparison, ARPU fixed phone of Malaysia has
reached IDR 375.000,- (business customers) and IDR
115.000,- (household customers), whereas ARPU
fixed phone of TELKOM (Indonesia) has still been
at approximately IDR 177.571,- (accumulation of
business and household). In addition, the teledencity
level of fixed phone in Indonesia currently is still low,
which is 4 of a hundred residents, whereas Malaysia is
8 of a hundred residents.”
2 Annual Report of PT Telkom, Tbk Year 2006, p. 3.
3 PT Indosat, Tbk and Subsidiaries, Consolidated
Financial Statements With Independent Auditors’
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Report Years Ended December 31, 2003, 2004 and
2005, p. 102
4 PT Excelcomindo Pratama, Tbk. and Subsidiaries,
Consolidated Financial Report as per 31 December
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2005 and 2004, p. 32.
5 Based on the Bank of Indonesia as quoted in the
Annual Report of PT Telkom (page 26), the average
exchange rate for year 2005 is IDR. 9.711 per USD1.

